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STATE OF VERMONT
PUBLIC SERVICE BOARD

Docket No. 6107

Petition of Green Mountain Power )
Corporation for an Increase in )
Rates filed May 8, 1998 )

THIRD MEMORANDUM OF UNDERSTANDING 

This Third Memorandum of Understanding  (the “Memorandum” or “MOU”) sets forth the

Agreement between the Vermont Department of Public Service (the “Department” or “DPS”) and

Green Mountain Power Corporation ("GMP"), regarding GMP's rate increase request filed in this

docket.

1. On May 8, 1998, GMP filed its request for a retail rate increase of 12.9% to produce

approximately $20.8 million in additional annual revenues.  The Company filed direct testimony and

exhibits in support of its request to increase rates on June 29 and July 10, 1998.  IBM and the DPS

filed direct testimony and exhibits in support of their respective recommendations on September 18 and

September 21, 1998.  The Public Service Board held hearings on the parties’ direct-case filings from

October 19, 1998 through October 30, 1998.

2. The Department and GMP and certain other parties in this docket have entered into a

series of agreements, known as the Memorandum of Understanding (the “MOU”), dated November

18, 1998, the Amendment of Memorandum of Understanding (the “MOU Amendment”), dated August



2

12, 1998, and the Second Amendment of Understanding (the “Second MOU Amendment”) dated

December 3, 1999, to stay the proceedings in this docket, provide for temporary rate increases and

impose certain other specified obligations upon the parties.  The Board has approved each of these

agreements pursuant to orders dated December 11, 1998, September 7, 1999, and December 17,

1999.  Pursuant to the agreements and orders,  the proceedings in this docket are stayed until

September 1, 2000, and the Board’s determination of final rates is to be decided on or before January

23, 2001.

3. Since issuance by the Board of its final rate order in Docket No. 5983, on February

27, 1998, GMP has incurred approximately $17.5 million in power supply costs pursuant to the

Hydro-Quebec/Vermont Joint Owners contract (the “HQ Contract”) which have been disallowed and

not recovered in GMP’s permanent or temporary rates.  In December 1998, GMP reduced its

common dividend by $0.55 per share, which has had the effect of reducing dividends paid to

shareholders since December 1998, by $5.2 million.

4. Since the issuance by the Board of its final rate order in Docket No. 5983 on February

27, 1998, GMP has engaged in, and will continue to pursue a series of efforts to reduce costs of

service, including the following:

• GMP has engaged in negotiations with Hydro Quebec (“HQ”), both

together with the other Vermont Joint Owners and separately, to renegotiate or

terminate GMP’s obligations under the HQ Contract.

• In April 1999, GMP disposed of its corporate headquarters facilities at 25 and
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35 Green Mountain Drive and relocated headquarters personnel to the Company’s

service center facilities in Colchester and Montpelier and to other existing Company

facilities.

• GMP and the other Vermont Joint Owners have commenced an arbitration

under the HQ Contract, founded on the VJO’s claim that HQ breached its obligation

under the contract to make the specified level of capacity available to the VJO at all

times (the “VJO-HQ Arbitration”).  As a remedy for HQ’s breach, the VJO has

requested remedies that include termination of the contract.

• Beginning in the Fall of 1998, GMP began a fundamental re-engineering and

internal cost-cutting process that Company management accelerated and intensified in

early 1999.  This re-engineering process, known as “GMPworks,” resulted in a

reduction in the total number of employees from approximately 320 in June 1998 to an

anticipated 195 as of December 31, 2000, and has achieved annualized savings of

approximately $5 million per year in operating costs.

• In February 1999, GMP entered into a power supply management contract

with Morgan Stanley, which currently runs until January 31, 2002, and which, based on

current fuel prices, produces power supply cost savings of approximately $2 million per

year.

• GMP and other owners of the Vermont Yankee facilities have entered into an

agreement to sell Vermont Yankee, subject to regulatory approval by this Board.
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5. The undersigned Parties have engaged in extended discussions and review with respect

to the testimony and filings in this case.  As a result, the undersigned parties agree that an increase in

GMP’s annual revenues from retail customers of 3.42% over and above the current temporary rate

levels, or $6.1 million in revenues in addition to revenues resulting from current temporary rate levels

(“the permanent rate increase”), effective with bills rendered on or after January 23, 2001, will result in

just and reasonable rates.  The parties further agree that the temporary rates allowed by the Board in

this proceeding since December 15, 1998 have resulted in just and reasonable rates for the period such

temporary rates have been in effect; that such temporary rates should remain in effect through

December 31, 2000; and that such temporary rates will result in just and reasonable rates through

December 31, 2000.  It is the intention of the parties that the temporary rates currently in effect shall

become permanent, and that an additional 3.42% rate increase be allowed.

6. GMP’s cost of service, rate base, capital structure, and cost of capital are as set forth

in Attachment A.  The parties accept GMP’s proposed cost of service, rate base, cost of capital

(Attachment A) and Summary of Revenues under Existing and proposed Rates (Attachment B hereto)

for purposes of this Agreement only, agreeing that they are supported by GMP’s and the Department’s

testimony of record, but only because the overall rate levels established by these Memorandum will be

just and reasonable.

7. GMP agrees to write-down on December 31, 2000, for effect in calendar year 2000,

the balance at September 30, 2000 for the regulatory asset account known as Deferred State

Regulatory Expense.  Deferred state regulatory expenses recorded after September 30, 2000, will be
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amortized over a seven-year period beginning the quarter after they are recorded.  GMP will not

accrue or recover carrying costs on the unamortized balance during 2001 and 2002.  The parties agree

that the Company’s regulatory asset account balances subject to recovery in this case relating to federal

regulatory commission expense, tree trimming, storm damage and the ice storm of 1998 shall continue

to be amortized over seven (7) years, beginning January 1999.  This Memorandum does not preclude

GMP or any other party from advocating or recommending a different amortization period for any

regulatory assets in any future proceedings.

8. GMP agrees not to seek to earn a return on any unamortized deferred costs associated

with prosecution of the ice storm arbitration over the remaining term of the HQ Contract, unless the ice

storm arbitration panel issues an award containing provisions other than the payment of money, which

have the effect of materially reducing GMP’s cost of service.  GMP further agrees that it shall not earn

a return on unamortized balances in its regulatory asset entitled “HQ ABC.”

9. GMP agrees to discontinue the booking, deferring and recovery of ACE for Energy

Efficiency Utility core program savings after December 31, 2001.

10. GMP agrees not to raise its dividend above the current $.55 per share amount until it

has obtained new permanent long term debt or equity financing to replace all or substantially all of

GMP’s short term and intermediate debt, including any bridge loan obtained after approval of this

MOU.

11. GMP agrees that, in the event any award issued by the arbitration panel in the pending

VJO-HQ arbitration, or any settlement or agreement with Hydro-Quebec or any other party relating to
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GMP’s HQ power supply costs, results in a payment of money to GMP, GMP shall apply any

monetary proceeds received, first to reduce the balances of deferred costs associated with prosecution

of the ice storm arbitration, if any, and, when the balance of such deferral costs is reduced to zero, then

to reduce balances in other regulatory asset accounts as specified by the DPS and approved by the

Board.  In the event the ice storm arbitration panel issues an award containing provisions other than the

payment of money, and which have the effect of materially reducing GMP’s cost of service, GMP shall

file a petition with the Board to adjust rates to reflect such cost reduction.  GMP acknowledges and

agrees that its management has a continuing duty to engage in prudent management of GMP’s

investments and resources, including, without limitation, GMP’s power supply resources, including the

duty to pursue efforts to achieve cost-effective power supply cost reductions.

12. GMP agrees not to file with the Public Service Board a petition requesting any further

increase in retail electric rates prior to April 15, 2002, except that this memorandum shall not preclude

GMP at any time from filing a request to increase rates (a) pursuant to 20 V.S.A. § 226(a) in the event

of an emergency reasonably deemed by GMP to require a rate increase necessary for the purpose of

providing adequate and efficient service or for the preservation of the property of GMP devoted to

public use or (b) upon the occurrence of one or more of the following events:

• Aggregate projected power costs for 12 months exceed aggregate budgeted

12-month power costs by $3.75 million, exclusive of changes in load and the

associated power cost component of revenues.  GMP’s aggregate budgeted 12-month

power costs for 2001 and 2002 are appended hereto as Attachment D.
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• Major non-weather-related loss of customer load resulting in revenue loss

materially exceeding supply cost savings.

• Implementation of retail choice.

13. GMP and the Department further agree that in the event of a major storm, power

supply interruption or outage in excess of forecasted outage rates relating to Vermont Yankee or Hydro

Quebec deliveries, GMP may seek emergency rate relief pursuant to 30 V.S.A. § 226(a) or seek an

accounting order from the Board permitting the deferral of costs associated therewith.

14. If GMP’s aggregate annual power costs exceed GMP’s budgeted power costs for

calendar years 2001 or 2002 by more than $2 million, GMP may seek the issuance of an accounting

order permitting GMP to book and defer any such excess costs.

15. GMP and DPS acknowledge and agree that the final rates contemplated by this Third

MOU include and fully reflect the amount of GMP’s reduction in rates for 2001 pursuant to paragraph

22 of the Core Memorandum of Understanding in Docket No. 5980 and paragraph 7 of the Bilateral

Agreement Between the Department and GMP in Docket No. 5980.  Nothing  in this MOU

Amendment shall modify or otherwise affect the agreements and obligations set forth in the core

Memorandum of Understanding or the Bilateral Agreement Between the Department of Public Service

and Green Mountain Power Corporation, executed by the parties and filed by the Department in

Docket No. 5980 on April 30, 1999.

16. The parties acknowledge and agree that the final rates contemplated by this Final MOU

do not include the recovery of any Pine Street costs and shall not establish a precedent for ratemaking
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treatment to be applied to past or future Pine Street expenditures incurred or to be incurred by GMP. 

This Third MOU does not preclude the DPS from asserting that any such Pine Street costs should be

“shared” between customers and shareholders, or that customers may be entitled to credits for amounts

previously recovered, to the extent necessary to effectuate any “sharing” of such costs between

customers and shareholders pursuant to a final order in any future proceeding before the Board which

requires such sharing; nor does this Final MOU preclude GMP from arguing based on any fact,

principle of law, equity or regulatory policy to the contrary.

17. GMP has prepared plans for enhanced ROW maintenance and pole testing and

treatment in consultation with the Department’s engineering staff, that reflect both a proper level of

ongoing activity and catching up on the backlog within a reasonable period.  These plans call for GMP

to expend $2.88 million on enhanced ROW maintenance and pole testing and treatment in 2001.  GMP

agrees to continue to implement such plans and to maintain an equivalent per year spending level until

such plan is implemented.  GMP agrees that if the amount actually expended in accordance with the

plan for these activities during calendar year 2001 is less than $2.88 million, then the difference shall be

applied to reduce a deferral account designated by the Board.  The parties acknowledge and agree that

GMP will continue to make expenditures on ROW maintenance activities in the normal course.  If the

Department and GMP are unable to agree on plan implementation issues, this provision shall not

preclude the Department from seeking appropriate relief from the Board.

18. GMP agrees to continue to provide the Department with monthly reports describing

GMP’s actual spending on a year-to-date basis,  including GMP’s “Level 2/3 Report”, and any
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projected changes to GMP’s capital budgets, spending and projects, as well as plans and expenditures

related to non-capital maintenance, repair, and refurbishment of transmission & distribution plant,

generating plant and ROW maintenance, and to respond promptly and fully to the Department’s

reasonable requests for information regarding GMP’s actual and projected needs and spending for

these items, and to permit the Department a reasonable opportunity to provide comments to GMP

relating to GMP’s actual and projected capital and non-capital spending.  GMP agrees to spend at

least the amounts set forth in Attachment E, or such other amounts as GMP and the Department may

agree, until further order of the Board.  GMP further agrees to consult with the Department with

respect to adjustments or updates in its capital spending plan.  If the Department and GMP are unable

to agree on plan adjustments or updates, this provision shall not preclude the Department or GMP from

seeking appropriate relief from the Board.

19. GMP’s allowed rate of return on common equity shall be 11.25%.  To the extent that

GMP’s year-end earned return on equity on core utility operations in 2001 exceeds 11.25%, the dollar

amount of such excess shall be applied (a) to reduce regulatory asset accounts as specified by the DPS

and approved by the Board at the time of any such excess or (b) as otherwise agreed by GMP and the

DPS.  Any such dollar amount of excess in 2002 or succeeding years over GMP’s allowed return on

equity in effect in such calendar year also shall be credited as provided herein, unless a superseding

approved agreement on rates shall have earlier become effective.

20. GMP shall not, in this or any future proceeding to determine GMP’s rates, be subject

to any further penalty or disallowance of costs incurred in the purchase of power pursuant to the HQ
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Contract based on GMP’s prudence relating to any act or omission occurring prior to the date of this

agreement.  The Parties further agree that GMP’s share of the HQ/VJO Contract is used and useful.

21. The DPS has requested GMP to develop a plan to eliminate GMP’s seasonal rates.

Beginning with the first billing cycle following the end of winter rates in the year 2001, GMP’s rates

shall be adjusted consistent with Attachment F to be the same year round and shall not be seasonally

differentiated. Any additional revenues received by GMP in the year 2001 which result from this change

in rate design, will be booked and deferred and available as income for use in 2001, 2002 and 2003,

unless the excess is depleted sooner, in accordance with an appropriate accounting order for the

purpose of assuring that GMP will earn its allowed rate of return in each of those years.  If at the end of

2003 an excess continues to exist, the balance shall be applied to reduce regulatory asset accounts

specified by the DPS and approved by the Board at the time.

22. GMP agrees that its performance beginning in 2001 will be measured by the customer

service, safety and reliability standards attached hereto as Attachment G.

23. Upon entry of a final, non-appealable order of the Board approving this Third MOU in

its entirety, including, without limitation, an order containing the language specified in paragraph 20

above and approving final rates as contemplated herein, GMP and the Department shall execute, and

GMP shall file, a stipulation to withdraw and dismiss GMP’s appeal to the Vermont Supreme Court

from the Board’s decisions in Docket No. 5983, in the form attached hereto as Attachment H.  Upon

filing of this Third MOU with the Board, GMP shall notify the Supreme Court of the terms hereof and

GMP and the Department shall jointly request a stay of the appeal pending entry of a Board order
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approving or disapproving this Third MOU and disposition of any appeal therefrom.  In the event the

Board declines to approve this Third MOU in its entirety or an approved order is vacated or reversed

on appeal, the parties agree jointly to notify the Supreme Court thereof and to request the Supreme

Court to terminate any stay of proceedings in the pending appeal.

24. The undersigned parties agree that this Memorandum relates only to these parties and

should not be construed by any party or tribunal as having precedential or any other impact on

proceedings involving other utilities.  The undersigned parties have made compromises on specific

issues to reach the agreements set forth in this Memorandum.  This Memorandum shall not be

construed by any party or tribunal as having precedential impact in this or any future proceeding

involving the Parties except as necessary to give full force and effect to the agreements and

undertakings set forth in this Third MOU, to ensure the parties’ implementation of this MOU or to

enforce an order of the PSB resulting from this MOU.

25. The Parties agree that this Memorandum shall be effective, and shall bind the Parties

hereto, only  if the Public Service Board issues an order in this docket containing terms consistent with

this MOU in all respects.

26. The Parties agree that should the Board fail to approve the MOU in its entirety, the

Parties’ agreements set forth herein shall terminate and the Parties shall have the right to file additional

prefiled rebuttal and surrebuttal testimony on all issues and the Parties’ agreements shall not be

construed by any party or tribunal as having precedential impact on any future testimony or positions

which may be advanced in these proceedings.
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DATED at Montpelier, Vermont this ___ day of November, 2000.

VERMONT DEPARTMENT OF PUBLIC 
SERVICE

      By:____________________________
   James Volz

Director for Public Advocacy

GREEN MOUNTAIN POWER 
CORPORATION

      By:______________________________
Donald J. Rendall, Jr.
Sheehey Furlong Rendall & Behm P.C.
30 Main St.
P.O. Box 66
Burlington, VT 05402
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